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Financial Experience
of Large and Medium Size Manufacturing Firms, 1927-51

AM ERICAN manufacturing industry like the sconomy
nerally has experiencad high activiiy i the postwar yeara.
ozt industries hove shared ihis experience, though some

have sxperianced sonsiderable fiuetuations in the demand for

roducts,  High sales with relatively favorable financial con-
gibions have coniributed te & Dusiness climate which made
poesible p eapiin exponeion program on a seale never before

achicved. ) o
This eapital program involvad the usc of almost $30 billion,

of which more than half was spent on fixed capitad (table 1),

To help meet these requirements, menvincturing firms had
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338 hillions of retamed esrnings, about three-fifths of total
aftex-tax profits, addition, about $13 billion of funds
were seoured from  deprecistion allowances, two
sources gecounted for slmost bwo-thirda of tha gross eapital
requirements of manufaachuringbﬂmpumtmns.

comparison with this $56 billion, ahout 313 billion were
raiged through borrowing from banks or the issuance of
securities.

The remainder of the coapital requirements wos met in
large port from ineresses in Fedoral profits tax reserves and
. incranses in trade credit.’ The latter, it may be noted, for
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the most part reflosted intercompany transactions involving
a like amount of trade receivables,

Monufacturas &3 & whole were eble to mainiain 8 fnirly
favorable dagree of liguidity tlzoughout this period. Cor-
poerations generally had emorged from the war period in a
Lighly ligaid position. In the eacly reconversion period,
these lignid resourees served ns an importaat supplement to
othor #ouracs of funds roquired during the fransition.

The ratio of tHquid assets to sales reached its low poind of
arowad 11 percent a6 the end of 1948, rose to 13.6 pereent in
the moderate recession of 1949 and yemained ab that levol
in 1950. Manufacturers continued to add to their liquid
resourees in 1951, though the rise did not quite keep pace
with the salez. Iy tho end of the vear, howover, cash and
governments were still equivalent to 12.3 percont: of sales,

Summary of Present Survey

The snalysis prosentad heie attempts to throw light on
whoether these apgregative data reflect general phenomena
afpeting most’ businesses o2 whether they were resulés of
divergent movements within the whoia. For n sampia of
MPProXimn 100 manufactaring corpocations, of which
ono-thivd hed nesata of over $100 million: aud $wo-thrds had
asgets of from $5 to $100 million, balanes shest and ncome
stnfement information has been collected for the later
Lwenties, for 1040, and for recent years? Whike it would
have been desirable to include in the sample data for the
smaller firms-—those with assets under $5 million—this waa
nof fangiblo in tha prosent study.

It is belicved, howaver, that the ssmple firms ropreseni a
cross goetion of larpe firms which yanror the general financial
trands of fivms wiich sontinued in operntion throvrhout the
period. Therefore, the firms covered ave relntively well-
established, and ave gonerally in the more profitable groups,
Thase firms should not be considersd ns representative of the
younger and loss tested coucerns in the business papuletion.

Financial position favorable

The over-all experience of the 100 Invge and medium siza
firmg reveals a rather favorable financial picture. Snles were
high and on a rising trend, except for 8 moderats dip in 1949,
Before-tax profite followed a similar pattern with some
tapering off ovident in 1851. The ratio of profits to eales
m 1951 was slightly below the postwar peak renched the
precediog yonr, but well ehoeve othor postwar yems and
even more substantially in excess of fho prosperous prewar

onre,
¥ On an after-tex basis, the picture was different, Through
1950 the profit-sales ratio wasz maderately helow prewar,
! For o rak ocrally these involving smbex data=—nnd {n sgoe Fears—noninly he
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mnainly raflacting the higher Federal tax rotes in the latar During the lotter part of 1051 and early 1052 there wery -
pericd. The tox incresse pub in effect in 1951, howarer, aiﬁns of stringencies in the amount of liguid resources avail.
cut mEo sarnings to such a degree that in relation to sales, abla to some Rrma, Thess were apporeotly localized in.
net profits were well below 1950 and the twanties, stances generally confined to smaller size firma, A strvey

e corpornions examined in this study, like businesi recantly tcompleted by ‘the Office of Business Economics
fenernﬂy, enitored the postwor period in an exiremely  suggested that im the closing months of 1953, the i
iquid condition. Some of thiz Liquidity wos eliminated us  manufacturing concerns comsidered their working ecapital
activity incrensed nnd wmrtime accumulations wers drawun  position sntisfactory with no major problems then in sight 1
of t¢ help finance esrly postwsr expansion programs,  1n the financing of their capital programs piven s confinuation
Throughout moet of ths postwar period, however, thesa  of high ge businesa aotivity, :

Profits as a Percent of Saleg — > :6nificant intercompany differences |

Int&rcc-e;nlgnuy comparison of prawarﬂd nn#_h ]illnatitﬁ:r mrpe_ﬂni !
ence Tev cartein interesting trends. 8 over
Sample of Manufacturing Firmsg prewar.postwar chamges jmﬁgﬁw 5 are broadly bypica o
i_n:liﬁidlual fitrns, thera were snm?i sigﬁiﬁml: didarencwea.
Profit-sales ratias in recent yeors were o the later twenties there was considarably grenter disperity
. . . in the financial condition of the firms examined than existed]
somewhat higher 'h":m in fater fwenties either in 1640 or the postwar period. Both in terms of
on o bofore-tax basis . . ..., profits and the ownership of liquid resources, thers wos o
tendeney for the financisl raties of concerns in the mors .
Fercant favorable positions during the twenties to show Iittle chan
- . or, more typicaily, mhlaﬁ&to decline. On the other \
. Taire Quortite »” firme at the lower end of the seala more or lesz consistenily
"""‘"----n"-':.'._.___h._ ________ improved their status. Thus tha aggraﬁta date tend in |
¢ considernble degree to conceal signifiennt difarences in change |

J\ | of status of different firma.t ' |
|l Debt burden lower ' i

____,...-—*"'"'#\/ Al segment of the sampls shared in one important
— |

Median v
10

et of financial improvement over this perfod. Mo

which used borrowed funds experienced o considerablo

lightening of the burden of their indebtedness over this
quartar cantury,

O > i While the heavy burmwin%htn help finance the large poat-

war capital programs end the much er sales volume -
but were lowsr on on after-tax busis raised Ea debt Errell above that of the mﬁm the sharply

20 reduced cost of berrowing made possible a hnl&ing down of

terest payments to o range nob significontly different from

R 1 ﬂl%" wtl.rhhjteﬁl prevailad li;lau t}m lakay t.wenti‘iea.nbﬂ h @

. " i e current: sbsolute earnings far above that of the

-,.'r "'*‘::m Anarsite twanties, the relative “burden gfﬁthe debt i3 therefors

g currently far lighter than in those earlier years

. here wes some indication that recent developments

o — 7| brought the liqu.idit-_}' of many firms in the sampla down to

Medion . 4 position comparabie with or below prewar. the other

. _\’\ hond, many firms have achieved » more flexible financial

——— _""'_———_-\"\ itin s a result of their improved debt statns. ‘Falen

mizxt mmﬁr"j_ and large, it would seem that economic developments

over the quarier ceajury hove been in the dirsction of im-
proving tha over-all financinl status of the Brms coverad.

First d‘wrﬂ'k"";_
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wa7 e 40 a1z, Profitability of Sample Firms

L, & DEAAFTIETT OF COMHMIMEE OFFIEE OF BNATHERT
o . _— The general trends of profits in relation to ealss for the
corporations were sble to maintain an excoptionslly liquid  fys studied are shown' i the accompanying chart xad
ition ‘not only because of the faverable profit situation  ;nlg 3 In deriving the chart, the firms were ronked in
ui because of the availability of borrowed funds on rela-  gder of size of ratios of profits (bofore and after Fedaral

tively etsy terms, s i rvided into f -
Liquidity was somewhat further reduced in 1951 and by income tes) Lo sales an CIVICOC TG [OUl niment

the end of the year there was little or no evidence of the M groups. The lines stiown in the chard reprezont
axeozs Hquidity of the earlier postwar period. On the other

a . " i . . . . 4T gy ex ek than 0 AT Fofiot tho natoro-ob this sample wead, o
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the ratioa of the firms on the dividing line between ench of

the four groups. §f there were 99 firmeg used for chese
distributicns, the linea shown in each panel would re m
the ratios in aach year for the twenty-fifth, fiftieth, snd

goventy-fifth firm.

The trend of the rotio of profite W sales differad over the
192?’—511_ period on = hefora- and aitmt.?x h!gaujf. Tha trend
ol tha former was generally upwa.rd or “mployment
paiods, though for the firms with reletively highgr profits
margin m the iwenties the reverse iz true. The ries
in Federal profits taxes over this period is clearly reflected
in the substantially reduced profit-salea rote on an after-tax
bhasis. Only for the lowest rate gronp hos the after-tax
roiio beer relatively well-maintoined.

Profits After Taxes as a Percent
of Book Net Worth —

Sample of Manufacturing Pirmas,
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Thera was & considerable narrowin ‘Eh?lf the dispersion in
profit-sales rotios over this perjod. ile thie ia apparent
on both o before- and after-tnx basie, the lowar panel of
the chars clearly indicates the narrowing was espacially
gemrncrunmd for profita aléer taxes. Wherzas the s

fween the upper and lower lines in the bottom ponel
nmounted to sbont 1) pereantage poinis in tha later twen-
tiea, the gap hod narowed to elightly over & percantage
pointz in 1951, It is equally clonr the "narrowing” process
reflectod a reduction in the higher ratios, since, na just
noted, there waa litile change in ratios for the loweat firms.

From toble 2 it may be eeen that whareas slightly more
thun holf of the firms incloded hed profite before taxes
aqunl 1o lese than 10 percent of sales in the earlier period,
by 1951 less than one-third of the firms werae in this Bgroup.
Al the other extreme one-fifth of the firms in 1951 showad
rotics of twenty percent or more compared with from one-

ighth to one-mxth of tha fivma in the 1927-2¢ perind.

¢ situstion was proctically reversed when onfter-tax
profite ore examined. Ovwver four out of five firma in 1951
waore in the lees than 10 percent clnss compared with approcci-
mately one oot of bwo in the leber twenties, snd wherens
one-filth of the firms studied bad rotics of profits to sales of
16 percent or higher in the sarlier period there was only one
such firm in 1851,
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Tha dnis shown in the first chart and tabls 2 ara based on
separate rankings of the firma in each of the yeers showa.
Perhaps o somewhat clearer pictwre of the frends may be
soon i the firms in the different yatio mroupa are retaingd in
their respective gronps throughout the pericd. TFor this
purposa the firms were classified by sige of thelr profits-sales
ration in 31927, (Generslly spesling those firms which hed
relatively high ratios of profits bafore taxes to soles in the
twenties showed somewhat lower raiive by 1940 while the
lowar ratio groups advanced markedly. Thus the relatively
small increase in the ov average from the twenties to
1940 reflacted the divergent trenda for the “low” and “high"
ratia firms.

Since 1940 the upward trend hes been general and by 1051
profit-sales ratica belors toxes wero for the moat pact ns high
or higher than in the later twenties. However, the over-all
inereass, amounting to about one-third for the whele period,
wmrpmrﬂy secounted for by the lower ratio fitms,  Firms
w in the later twenties had retics of lees than 104 percond
upderwent g more than ninefold prefit expansion, compared
with o Jess than fivefold enles inecreass. The expansion of
profita Telative to salea wns pot quite as atriking in the 10-15
percent range, For ficme with profit-sales ratios of more
thon 15 parcent ot the start of the pariod, profits and sales
ap&eu t0 hawva kept pace over the span of years.

here was one notabla deviation from the already noted
Eile dowrward trend on an after-tax basie, is wag
m_the e rotio group, which taken in the ate,
achicved wn incrense in the ratio of profits after taxes to
soles from obout 2 percent in 1927 to 2.8 parcent in 1951.

Tuble 2.—Profite Related %o Ellw—Fn?mcy MHetribution of

Sample Finos in Manufugtoring—3clcetecd Years 192751
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All other proups shiowed deelines in this ratio, with the rala-
tively lorgest reductions nppearing in the higher rate groupa.

Profitability and size

The varying profit experience of the fivms sampled does pot
appear to l?fva heen clogely relatad to mize of business.

atween 1927 and 1940 when the profits-sales ratio {before
toxes) increased slightly for all firms examined, there was o
moderate 10-percent inarense shown for the largest firms
(those with total pesats over $100 million in 1927} and n more
sizable—35 percent—uise in the ratio for the smaller size
Efuu (]t;[ith aszots under 310 million in the earlier period).

he bulk of the firne were in the intermediate size ravme,
gnd their profits wers petuolly somewhnt lewer while soles
wele sﬁgh£;0 higher in 1040 as compared with 1827,

Since 1940 oll assel size groups underwent substontial in-
creases in cheir profits-sales ratio (before taxes} with the
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entest relative goin neeruing to the intermediate size

ms (10-100 million doliors of asseis). The vatios for tha
largest and emnllest size groups roae in about the same orders
of nitude. . .

Perlape the most striking aapoct of the chengo in aparating
experience over this erin::f of almost 25 yearn has been the
sharp increase in Fedeval tgxes. The dute for the sample
relaling £o the rotio of profiis hefore tpxea te snles suggest
thal the firme wers in a peeition to pass part af these taxes
on to their customers.  On the other hand, iha decling in the
aftor-tax rativ s indicative of tho fact that part of the tax
increase has not besn so “passed on.” 1t might be obeerved
incidentally ihat during the “high tax* yeats of the postwar
period, the ral inflationary pressures provided an
seonomie setting fovernlle for passing taxes on in the sales
price,

Frofits related to stockholders” equity

The chnt on page 9 clearly indicates that, althou
profite alter taxes rogs mush legs sharply than seles gver tha
period studied, the incrosse in such earnings was much greater
than the nise i the book value of steckhalder’s equity.
For the sample 28 a whole, the prefit rate was nbout 10
pereent in 1927 and 1940, but by 1960 it has risen to over
18 pereent, The eontinued oopansion of equity copital
in the businesz in 1951 epupled with the reduction in aféer-tox
carnings resulted in a decline in the ratio to 15 percent at the
und of the year,

Tuhle 3.—DPrafita A{ter Toxes Rolated to Nor Worthe—Freguoency
?;‘;Tﬂliminu of Sempbe Firma in dManuCoct ieing--—Se Yeors
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A word of caution should ba noted in interpreting these
data, which are oa o book-value bosis.  Fiyst, in the postway
peviod, & sizable amount of profita roflecied nonreconant
" Inventory gains ariging out of the infiationmry price situation
which prevailed during this pariod. This was particulaxly
trug in the 194048 nmd 1950 periods. Invenimy gains in
1951 ware much lesz impercant and probally do oot greatly
distort the comparison with the later twenties or 1940 when
inventory profite wore not very large.

Seeond, profits tend to be overstated by renson of the foct
that deprecintion policy is bascd oa original rether thou
roplacement cost of plant and equipment. Since the price
lavod hag heen strongly upward since 1940, use of replaremant
cost would serve to tower Look yolue profits.

Third, in vicw of the generally higher price lovel in recent
yonrs, she usunl mecountin precticez dend fo result in an
understatemont of stockholders* equity in the curvent ns
compared with earlicr poriods.

There is no easy way o mnke adjustments for these three
considerations, bhut rough calculntions suggest such correce
tione would egve to modernte greatly but not t¢ eliminats
the gaing shown in the chart for the postwar years through
1650, Applied o 1951 data, hewever, these adjusimeats

Inter twenties, Thus the 50-percent ineronse in

HNovembar 1052

would serve to reduce tha ratio of profits to equity to aboug
the prewar lsvel.

Company differences in profit experience

Various frequency distributions wers developed to bring
out the differences among the firms in the rolation of their
En'nﬁt-s to equity {teble 3). For the most port the resulis -
allow closely the pattern diseussed ebeove in connection with
the profits-sales ratios, and hence need not be presenbed in
dotail hers. The process of “convergence™ or narrowing of
the spread of profits rates was clently Bpparent by 1940 with
the “lower™” profit tate groups having increased their rate of
return, spproximately counterbalancing the drop in rates
evident for the “hicher rnte groups. .

_The posiwar raie of return on equity was substantially
hizher then in 1040 for sll groups of frma nrrayed bﬁ' Eize
of the mte of profit to equity. By 1951, however, the higher
rabio groups indjeated ratios somewhat vnder those of the
the oversall
mte of rotnrn for the firms wos ecoountad for by firms which
bad relatively low or Intermediate rates in the twoenties.

Liquidity of Sample Firms

In addition 6o an exeminagion of the profitability of the
manufaeturing firms in oar ssmple, snalyeis wos alec directed |
to some of the important indexes of liquidity, such as the '
relation of liquid assots to sales, liquid nssols to eurrent
liahilities, and current wesetz to ewrrent liobilitics. The
genernl paitern revesled by such data indichted that the
postwar H?uidit.]r position of most of the firms axsmined
compared {avorebly with and was not much different from
the immedinie fpre.wm: ﬁm‘iud or the years of the late twanties.
By the end of 1951, however, mony frms indicatsd some
reduction in their liquid statiz se eompared with prewsar.
A zeleted messure, concerned with- the offect of changes in
debt nnd htam;crnmmts on the finaneial
firms and discussed in o later raotion, very decidedly mdicntod
impreved Hexibility in the ficms’ status over the poriod.

Liquid assets to sales

The weeompanying chert and tabls 4 at summary data
on the relnt.ign of Equid assets Lo safr.;esfaur the companics

Toabla . ~Liguid Assetz Related to Sples RaFregnenay Disteibo tion
of Sample Firms in Manufaoloring—=S«lostod Years 1927-51
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examined. As may be seon from the taller bor on the chart,
the over-nll ratios of cash and morketable socurities to snles
duri;:g the posiwar paried were higher than in the 1927-20
Eeri . In other words, the pecumulntion of liquid assets

¥ these firmes procesded at b somewhat more rapid yote
chan the sixfold exponsion of seles over this period. In the

ozition of the
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light of the much h
present time, it would appear thet liquid asset requirements
necd 0ot heve rissn sz rn&idly. The aven sharper rise in
Toderal profits texes over this peried nndoubtadly ied mony
firme to hold & somewhat larger proportion of this current

Liability in liquid form than has been the onse for other

~ current liehilitics,

Tu tke shorier bars ahows ip the chart, these tax linbilities
hava baen subtracted from boeh liquid assets and anlas before
computing the liquidity ratios, Such a procedure i all

rabakility overstates the adjusbment pecessary, since it
implies thot tax liabilities ave offset on the sssat side of the
companies’ hooks on & dollar-for-dollnr basis.  Nevertheless
it iz noteworthy that for the 1948-5¢ period the adjusted
rating were only reoderataly below those of tha later twrenties,

Licquid Assels as
a Percent of Sales =

Sample of Manufacturing Finns

Liquid Assets have followad rother clossly the
trand of sales. Adjusted for the sharp rice in
Fadered toaes, the ratio of liquid assets to
salgs s currantly below prewor
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pepecially 1928. The drop in the “adjusted™ rotio in 1851
wis & consequence of the increase in Fodora!l tnx
hinhilities in that year—a devolopmant which has followad
similar sharp tax inereases in the pase.

Avnilabls evidence suggests some improvement in liquidity
over the past 12 months, In panmal, the over-all lLiguidity
rotios suggest thas tha lgquidity position of thesa eoneerns
taken az & ggou_p is not nppreciably different from comparabie

veriods of business setivity. in the pest, though any execess
iguidity of the serlier postwor period hod disappenred by the
Intor part of 1952,

Company differences in liquidity

The eonsidarable dispamszion in the tiwentise noted in the
profic experience of the stadied and the narrewing of the

L]
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er level of activity and ssles 2t the

spread in the postwur period are even more sbrikingly in
evidance i the liguidity ratics. ‘Table & pressnis the per-
cent distribution of firms based on their liquid nsee
rotios. Whoareas threefifths of the companies gtudied hod
ratios of less than 10 percent in 1927, the number hoad
declinad sbout two-Afths by 1951, At the sthar end of tha
scals, the firms with Hquid assets-anles ratios of batter than
26 percent were reduced from nbout 14 percent in 1927 to 10.
porcant by 1852, e

The converging tondency had been m_n:um’phshad in large
part by 1944, and the process of ""bumching™ proceeded 2t o
mueh slower paes theraniter. The fallowing calculations of
averngs Fiquid sssets-salea ratios summarize the shift which
occurted over the period ae n whole (firtns in 1051 are retained
in the retio intervel inte which they f2ll in 1927):

Peroimt
Liguidity interval: Teer Jis1
Lesa thog 10 peaeent .. e aiiimaa e imaaa 349 6. 5
1020 parcBt .. cevceceicmceemmmmmme e ————— 14. 3 1. G
20 percent abd ever__ . 0.5 130

The lower liguidity group of firms (thosa with liguid
#sgate in 1027 rapresenting less thon 10 percent of sales)
improved their position very substantially; the averaga ratio
for tha provp amounting to £.5 percent in 19 1, almost doubls
the ratio in 1927, The intermedinte group underwant a
more modernte relative gain, At the other extreme, those
with liquidity ratios of over 20 percent in 1027 actually
reduced the Iiquid nesets relative to sales over this period.

These data suggest that the liquidity position of the firms
in the earlier period mgy have hnd some importance in
aim]il the subscquent pattern of chenre. One hypothesis
might be thot in the lster twentics the liquid resources of -
business wers unevenly distributed, with some in an
axtremely hiquid position and othera relatively short of cash
ond near- resources. In the tremendoys teEign of
activity which hod ocenrred by the postwar periad, the more
liguid firms found it poszible to cwrry on the grester volums
of business with relatively smaller cosh resources, while

eraily prosperous conditions also permitted tha less Tquid
ﬁﬁm to achieve a more satistactory status,

It iz interesting to note that the emniler firpos hod the
relatively lowsr ratios in 1927, but that these frme axperi-
enced :ll:rfmwha.t larger abzolute and relative gains ovar this
Interval. :

Other liquidity measures

‘The other mansures of Yiquidity caleulnted for the ssmple
of manufmrt-pruﬁ_ firms showed genarally speaking the same
pattern of liquidity chompes as thoze just discussed.
ratio of corrent assets to currend lianbilities and the ratio of
liquid asscts to current lisbilities, both adjusted for the
antly incressed Federal toxes, show moderate declines over
a quonrter centery. The over-nll declines are nlmost
antirely due to reductions in the ratic of those firms which
wears most liquid in the sarlier period.

Equity, Debt, and Related Changes

With the layga fAixed capital expansion program under woy
since the end of the war, privalc indusiry reguired lo
term financing on & scale never before sppronched.  Whila
the bolk of financing hos been obtained from internal

+ Elmitardodn farall mennluelorisg firmeoror this timo bored aoet fretont oot 2afoloak
feditied to enrnpoen tle o oo of our enmpdn with toat of tho univorae L Lha
meawires now Groliabh: are asselaloot wilh Lo Dhelune ahova, Subimaling wor
Bns et fran Lt mﬂﬁnun.{vuae «atimales pugpertod chat tiw nonsamples

P h;ﬁlmg&yuuu pivua|for By, Jett] Tiguplily rothos in 1937 mano nearfy o

thy galler dhm g shotrn thavd, abd gxpargnest & relnkfiral T lutpw gabn than sbawn Fr
ths Intarmodinlo oid largar bland Beoek B ods datugii,
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BOUrCes, princip bhrmﬁ:l plowing back of earnings and
the use of dapreciation sllowances, substantial sums were
raiged in the capital markets in the fom of stock issues and
bond sales, with the latter accounting for the bulk of such
funds., In view of this large inflow of Junds, both from inter-
nal nnd extarnal zources, it 1 intevesting to make a few
prewnr-postwar comparisons of the finnncial satruetora and
related fectors for the snmple of manufecturing fivms studied.

Long-term debt versus equity

Roughly twa out of five of the firms in the ﬂ&mple bad no
leng-term debt at the end of 1051—n preportion which
varied but slightly from the situation which tgrevailed during
the prewar period.  Another onp-tenth of the firms had in-
vested copital (long-term dobt plus equity)} which was ab
lanet 90 percont in the form of equity—again a propartion
which showed little variation over the yearz.

The major change which ogeurred in the invested eapital
stroeturs wos o somnewhat greator emphagis on aqwity copital
by those firms which were relntively heavy usars of debt
capital in the twenties. Firms in which debt eonstituted
from 30 to 60 percent of invested capitel accounted for about
one-sixth of tha EIH.JIIFIG firms in the late twentiea but only 8

oreont of the sampls in 1951, There was o curmspundmg
increses in the propartion of firms in which debt constitute
& relatively medernte portion of invested capital (from 19
to 30 percent). This latter group of firms reprosentad
nlmest ene-fourth of the sample in 1927 ond approximaiely
two-fifths of the sample in 1951, It is noteworthy that this
comparison actually minimizes the trend to squity eapital
.over this peried since in _the inflntionary developments of
the postwor peried, the book value of cguity tends to be
underetated velative to debt.

The interest <burden’”

Actunlly tha amount of lcgf-term debt of tha corporationa
in the sample hod been reduced substantially during the
thirties oné the wor period. DBut in the face of the huge
abwar requirements, the volume of indobtedness was
merensed greatly in recent years and by the end of 1951,
outstanding long-ierm debt was aboub 5) percent larger
than at the start of the period covored in the study.
Drospite this larper volume of indebtedneas, interest re-
ujrements were by 1951 only slightly above payments in
;im twenties. This 1s of conrse understandoble in the light
of a srongly downword trend of interest rotes over most of
this paried, which made possible not only new debt fingncing
on far more favoreble torms then in the twentiez but also
tha refinaneing ot lower rotes of a substontinl volume of
indchtedness meurced in the esxlier peried.! When this
relatively favorable interest-debt experience is placed ngninat
tha background of the higher profits penoraily dprevu.i]mg in
the postwar peried, it can be seen that these dovelopmonts
make for one of the most striking finanecinl chonges in the
Past quartel conbury.
Intercat poid by corporations in the sampls of manuiac-
twing firms constituted but 1.4 percent af profits beiore
taxos and interest in 1951, compared with 4.3 percent in

+Interes peinoonts o8 aeed b this sestlon notonlly Inckods nierett padd on bonk Joand o
wdlr:u an ]glﬁomrm Erdedbedneds, bot the plature wiould b substaabolly unchaaged i
wllpwomco eaul Lo ot B,
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1840 and an ave of 6.5 percent in the later twenties
With somewhat differont emphosis, the significant change i
the debt picture can be pointed up by noting thet for our
enmpla firma, earnings availabla for ssrvicing the deht
smounted to 2.4 times the ameunt of debt cutstanding i,
1951. 'This compares with rotios of Q.7 in 1027, 0.0 in 1923
#nd 1.1 in 1929. This picture would not be sipmificantly
alterad if allowonce is made for those firma which did ncj
use long-term debt throughout the period studied.

The ncuumtg ing chert aad table 5 indicate in vivid
fnshion how the o In the intercat-debt pattern affectod
the different firms in the sample studied. The chart is bosge
on o frequency digtribution of the firma grouped according to
the proporticn thet inberest payments were of enrninga ovail-
able for swch paymentz (1e., eornings hefore itaxes and
interest). The acale on the left of the chort indicates the
percent distribution of the number of firms while the class
ntervel of tha ratlo of interest to earnings is shown hy the
different ehnded arens in each bur.

In 1927 almosé ene-fourth of the frms poid out interest
which represented 20 percont or more of their earnings. In

- Table 3==Intercsk Taid Nelaved to Trofdts Before Toxey and Inkor.

e THetribatipn of Sampla Firma in Manuifaetar-

ln,g—Sclm:lbnd cary 1027-51

Intarest patd to Porgant of firma in avmpdy

prodita ledone toven

ploes Btorest pabd | g0 | 193 | et | o | 1 | e | 1ew | am
Zarg arent . eie.eaa|  ABL 3.4 o, 2 e 3Ly A1l R LT
1~10 PRGN 2im s me| 1) | g M| SR1| e | E2S
1020 porgenk .. wmr| 18| | we| wT| wo| am EX
Bporcsntenlover_. | MLE| JAT| 14 nE| 1u| ar| zB 14

1 | I MO0 | 1000 | wong| ot | 10eD| wee| LD | weo

Byures: U. B. Dopartnuot ol Commosoe, Qoo of Buthves Ecoosmiss.

recent vears theve has been anly a scatiering of fivms in this
oup. There was v similarly sharp drop in the nurber of
sme for which interest chorges represented from 10 to 20
percent of availabla ings. At the other extreme, thers
Was b reverse movement, - B for which intereat payments
constituted lezs then 10 percent of earnings made up thres-
fifths of the sample in 1927, Hut approxima 05 percent in
1951, ond of the laiter roughly eight out of nine paid o
intarest or interest which amounted to less than 5 percent
of sornings, :
It may be noled, howaver, that there were somewhat
fewer firma in 1951 thon in the twenties which hed Do interest
{,:ammm’ and hence thare was apparently somewhat moro
fuent uza of relatively small amounts of debts.

It would nppeer, when wccount iz taken of the rigidity
which the incurrence of debts adds to the finaneial struetura,
that the reduced incidence of indebtedness in the postwar
period has materially ndded to the financial Aexibility and in
& real zense to the liguidity of the corporations studied.

Terms of Financing

As noted earlier the bulk of ouiside financing obiained
by monuiacturers genernlly took the form of debi issues
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gtable 1). Of the total volume of externa] funde roised by
all manufacturing corporations in the postwar period, three-
ruarters wore borrowed, with £5 parcent being in the form of
Jong-term 1senes, )
here are three aspects of the prepondernncs of debt in
outside finnncing which call for specisl comment. In the
first plnce, o substantial amount of total outside funds raised
flowed to the poiroleum indusiry. Large firme in this
industty bave generally been inclined to make use of debt
financing to a oonaidernble degres in their expansion pro-
grams. Although equity financing appears to have been of
nter relative importence in other mapufocturing fields
on the over-sll figures presented above would snggest, debt
financing still constitnted the predominant share of external
financing for moat of the firms studied, .

It would bs interesting to compare thiz pestwar financing
with that of prewnar financing. Unfortunztely neither for
manvfaciuring in general nor for our sample of firms hes 1§
been possible vp to this time to aesay with any satisfocto
degroa of relinbility the relodive importance of bond and s
finaneing ja the prewar period. Examimation of the tarms of

Interest Payments Related
to Eamings

Propurtion of firms with relatively high
intarast payments has droppad substanticlly
sinca tha twenties
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finance as well as other indirect evidence suggests shat over
the spon of years studied there hos been, insofar s outside
finnncing is congerned, some ghift to debt financing.

The decided downward drift in interest rates since the late
bwenties is clenrly evident in bath long-term and short-term
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raios, The long-term rats which was not uncommonly at or
nbove 8 porcent in the twenticz was by the ewrly postwar
period cut almost in half, and though there was seme firming
in thie rate in the later postwar period, interest rates in 1951
waere still well below thase of the late twenties. .
In contrast, i6 appears thot the cost of outside &quﬁty
capital inereased subztontinlly from the lnte twentizs, Mo
dirsct mensures of this cost ara available, but the computed
dividend yield and the ratic of earnings to stock prices in-
dicate sn npward movement, over this period. For exampls
for the firms studied in the sample, the median dividen
yield—the percent that dividends per share ware of the stoclk
price—ronged 2.8 to 4.3 percent in the 1927-29 period, com-
pared with ratios of from 8.3 to 7.5 percent in the later post-
war period. A similar picture ia revealed in SGTIHnEL-
prics ratio which nvernged nréund 7 percent in 1927 and 1928,
eompired with & ratio olmost double that fignra in 1951,

Table §.~—TVvideods Mald Rolated ta Profts After Tazee—Frequans
Marribouon of Sample Fisme in Monwlctverlng—Sologt
Yenrs 102751

VPepeany of pariboer pf Moms i sy gde
Fumitbo of divIdwnda b mer ? !
profiC aller boaes
W7 | et | mex | 04 | 1mE | 14 1 | 186
Leathan N pervont...] 551 00| ky| 4] 10| W] 13 1,
Wbl s e ] 00| A6 540 84 44| HQ| B7T4¢ €w D
W) percont .. e W3 D 3| 1| M| A e 1.0
udmcmt, ......... Bt 1:y| wad| H4| 193] b 1ok 210
-1 peresnib. < e M4l 11 el 19 n AT 4.6 B.7
W percenband ovor. .| 334 103 a7 EY ] 28 v Zk 1,
| ——— | 1o f poRg | BOGO | 100 | 1000 1000 | O | 300
Boures: U, B. Deporimsmt of Comowerco, illes of Busleoes Bcomovmilcs.
It shenild be atressed that the choice of the period 1927-29

undoubtediy tends to overstate substantisdly the rise in terms
of finencing which occurred from other poriods of the
twenties, ince in the 192720 pariod the stock murlat was
unusually activa and buoyant. If the comparison had heen
made with the middle twenties, available information sug-
gosta that the current enrnings-pries ratios would not be
go0 far ouk of line with thot period, altho dividend yicldn
wers higher in recent years. Thera seems little doubt, bow-
ever, Ehnt when account is talien of the sharply raduced coet
of borrowed [unds, the terms of finahcing currently are more
tuvernhle to relatively E’gonlm use of zenior funds.

Even though thiz is the case, it will be recelled that aqnity
capital haa been available in wolume to manufncturi
eorporations,  Ae pointad ¢ut above in the invested capit
structurs of the firms studied, equity capital is currently of

tor importance than in tha prewar period. ‘Thiy has heen
in part the result of conservative dividend policies pursued by
management in the postwar period. The range of the ratio
of dividends to pet earnings for the middle firm in the group
under exsmination went from 38 to 50 percent from 1048 (o
1051. This comperes with a range of from 60 to 60 percent
in the 1927-22 period, snd o robio of 50 percont in 1940,
Currenitly, however, with dividends well-maintained and
profits leveled off, the ratio of dividends to earnings—aome-
what more than 50 percent—for the typicel firm among larger
companies ia about in line with thot of the later twanties,
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